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Audit Committee Communications
Amendment to Statement on Auditing Standards No. 61, Communication
With Audit Committees (AICPA, Professional Standards, vol. 1, AU sec. 380)

1. This a m e n d m e n t revises Statement on Auditing Standards
(SAS) No. 6 1 , Communication
With Audit Committees
(AICPA,
Professional
Standards, vol. 1, AU sec. 380.03), and adds a new paragraph to SAS No. 6 1 (AU sec. 3 8 0 . 1 1 ) to reflect recommendation
n u m b e r 8 in the 1999 report of the Blue Ribbon C o m m i t t e e on
Improving the Effectiveness of Corporate Audit Committees. This
a m e n d m e n t requires an auditor o f Securities and Exchange
Commission ( S E C ) clients to discuss with audit committees the auditor's judgments about the quality, not just the acceptability, o f the
company's accounting principles and underlying estimates in its
financial statements. T h e new language is shown in boldface italics.
.03 The communications may be oral or written. If information is
communicated orally, the auditor should document the communication by appropriate memoranda or notations in the working papers.
When the auditor communicates in writing, the report should indicate that it is intended solely for the information and use of the audit
committee or the board of directors and, if appropriate, management, and is not intended to be and should not be used by anyone
other than these specified parties.
3

Auditor's Judgments About the Quality
Accounting
Principles

of the

Entity's

11. In connection with each SEC engagement (see paragraph .01), the auditor should discuss with the audit committee
the auditor's judgments about the quality, not just the acceptability, of the entity's accounting principles as applied in its
financial reporting. Since the primary responsibility for establishing an entity's accounting principles rests with management, the discussion generally would include management as
an active participant. The discussion should be open and frank
and generally should include such matters as the consistency
of the entity's accounting policies and their application, and the
clarity and completeness of the entity's financial
statements,
which include related disclosures. The discussion should also
include items that have a significant impact on the representational faithfulness, verifiability, and neutrality of the accounting
information included in the financial statements. Examples of
items that may have such an impact are the following:
6
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•

Selection of new or changes to accounting

•

Estimates, judgments,

•

Unusual

•

and

policies

uncertainties

transactions

Accounting policies relating to significant financial statement items, including the timing of transactions and the
period in which they are recorded

Objective criteria have not been developed to aid in the
consistent evaluation of the quality of an entity's
accounting
principles as applied in its financial statements. The discussion should be tailored to the entity's specific
circumstances,
including accounting applications and practices not explicitly
addressed in the accounting literature, for example, those that
may be unique to an industry.
3. The auditor may wish to review the minutes, if any, prepared by the audit committee for consistency with the auditor's understanding of the
communications.
6. These characteristics of accounting information are discussed in the Financial
Accounting
Standards Board (FASB) Statement of Financial
Accounting
Concepts No. 2, Qualitative Characteristics of Accounting Information. FASB
Concepts Statement No. 2 notes that consistently understating results or overly
optimistic estimates of realization are inconsistent with these
characteristics.

2. This amendment is effective for audits o f financial statements
for periods ending on or after December 15, 2000. Earlier application
is permitted.
Amendment to Statement on Auditing Standards No. 71, Interim Financial
Information (AICPA, Professional Standards, vol. 1, AU sec. 722)

3. This a m e n d m e n t revises Statement on Auditing Standards
(SAS) No. 7 1 , Interim Financial Information
(AICPA,
Professional
Standards, vol. 1, AU sec. 722.25), and includes two new paragraphs
(AU sec. 7 2 2 . 2 6 and .27) to reflect recommendation number 10 in
the 1 9 9 9 report o f the Blue Ribbon C o m m i t t e e on Improving the
Effectiveness of Corporate Audit Committees. It requires auditors of
Securities and Exchange Commission ( S E C ) clients to attempt to
discuss with audit committees the matters described in SAS No. 61
prior to the filing o f the F o r m 10-Q. T h e new language is shown in
boldface italics; deleted language is shown by strikethrough.
.25 In performing the procedures in paragraphs .13 through .19,
the accountant also should consider whether any of the matters
described in section 380, Communication With Audit Committees,
as they relate to the interim financial information, have been iden-
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tified. If such matters have been identified, the accountant
shouldfeecommunicated them to the audit committee or be satisfied, through discussions with the audit committee, that such
matters have been communicated to the audit committee by
management. For instance, the accountant should determine that
the audit committee is informed about the process used by management in formulating particularly sensitive accounting estimates or
about a change in a significant accounting policy affecting the
interim financial information.
.26 The objective of a review of interim financial information
differs significantly from that of an audit. Therefore, any discussion of the accountant's judgments about the quality, not just the
acceptability, of the entity's accounting principles as applied in
its interim financial reporting would generally be limited to the
impact of significant events, transactions, and changes in
accounting estimates considered by the accountant in performing the procedures in paragraphs .13 through .19. Further, such
interim review procedures do not provide assurance that the
accountant will become aware of all matters affecting the
accountant's judgments about the quality of the entity's accounting principles that would be identified as a result of an audit.
.27 When the accountant has conducted the review prior to
the entity's filing of the interim financial information with a regulatory agency (such as the SEC) and has identified matters to
be communicated pursuant to paragraphs .25 and .26, he or she
should attempt to make such communications with the audit
committee, or at least its chairman, and a representative
of
financial management prior to such filing. If such communications cannot be made prior to the filing, they should be made as
soon as practicable in the circumstances.
4 . This a m e n d m e n t is effective for reviews of interim financial
information for interim periods ending on or after March 15, 2 0 0 0 .
Earlier application is permitted.
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This Statement entitled Audit Committee Communications was unanimously
by the assenting votes of fifteen members of the board.

adopted

Auditing Standards Board ( 1 9 9 9 - 2 0 0 0 )
Deborah D. Lambert, Chair
James S. Gerson, Vice Chair
John Barnum
Andrew J. Capelli
Linda K. Cheatham
Robert F. Dacey
Richard Dieter
Sally L. Hoffman
J. Michael Inzina
Charles E. Landes
W. Scott McDonald

Keith O. Newton
Robert C. Steiner
George H. Tucker
O. Ray Whittington
Thomas Ray
Director
Audit and Attest Standards
Kim M. Gibson
Technical Manager
Audit and. Attest Standards

Audit Committee Communications Task Force
James S. Gerson

Robert C. Steiner

Note: Statements on Auditing Standards are issued by the Auditing Standards
Board,
the senior technical body of the Institute designated to issue pronouncements on auditing matters. Rule 2 0 2 of the Institute's Code of Professional Conduct requires compliance
with these standards.
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